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SEEKING VALUE IN AN EXPENSIVE WORLD  

Well, it’s hard to believe that it’s been a year since Donald Trump got 
elected, and at least the good news is that we’re still alive. All kidding 
aside, the question I’ve been fielding ever since November 8th of last 
year and to this day is how we are investing around Donald Trump and 
the answer has not changed one iota which is that we are not investing 
around Trumponomics at all.  

That often raises eyebrows because we all know that the U.S. stock 
market indices have continued to hit new record highs almost daily, but I 
would claim that this has had little to do with the President. Actually, if 
you had owned the basket of Trump stocks the so-called experts told 
you to own after last year’s election, you would have woefully lagged 
behind. 

And of course, it goes without saying that the top performing sector by a 
country mile, and I am talking about technology, was the area we were 
all supposed to avoid since Silicon Valley would pay the price for not 
supporting The Donald. And yet the tech universe is up 35% for the year 
and has more than doubled the rest of the market. There may be some 
hope out there that we will see tax reform south of the border, but there 
is an array of other factors influencing investor sentiment right now. 
Ongoing supportive global liquidity growth and the vast majority of 
companies beating their profits and sales estimates are among the 
reasons.  

That said, excessive valuations and the Fed now coupling its rate hikes 
with balance sheet reduction I think are going to produce some speed 
bumps for risk appetite in coming months. Between that and the 
tapering by the ECB and the fact that the Bank of England yesterday 
joined the Fed on the rate-hiking front, are all very likely going to 
generate a less calm and more choppy market. Though this actually 
would be a good thing in terms of opening up some buying 
opportunities, but taking advantage of these opportunities will require 
having some dry powder on hand.   

In terms of our highest conviction calls, given that we are coming off the 
100th month anniversary of this economic cycle, the third longest ever 
and almost double what is normal, it is safe to say that we are pretty late 
in the game. The question is just how late, and we did some research 
looking at an array of market and macro variables, and concluded that 
we are about 90% through, which means we are somewhere past the 7th 
inning stretch in baseball parlance but not yet the bottom of the 9th. The 
high-conviction message here is that we have entered a phase of the 
cycle to be very mindful of risk, to be bolstering the quality of the 
portfolio, to be focusing on strong balance sheets, minimal refinancing 
risk and companies with high earnings visibility and predictability, and 
with low correlations to U.S. GDP. In other words, the exact opposite of 
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how to be positioned in the early innings of the cycle where it is perfectly 
appropriate to be extremely pro-cyclical.  

So it’s either about investing around late-cycle thematics in North 
America or it is about heading to other geographies that are closer to 
mid cycle — and that would include Europe, segments of the Emerging 
Market space where the fundamentals have really improved, and also 
primarily in Japan. These markets are not only mid cycle and as such 
have a longer runway for growth, but also trade relatively inexpensively 
in a world where value is scarce, and for the most part, still have friendly 
central banks keeping liquidity conditions flush.  

I would have to say that if there is a market that has broken out of a 25-
year secular downtrend, and where the economic and political tailwinds 
are significant, it is in Japan. I get told all the time that Japan’s 
population is declining, but we are buying companies, not bodies, and 
the bottom line is that even with this declining population, earnings 
momentum is on the rise and profit margins in Japan are on an 
impressive expansion phase, and not nearly priced in. In fact, Japan is 
one of the few markets globally that is not trading at premium multiples 
relative to its history and is an under-owned market both globally and 
locally.   

Turning to Canada, there is some visibility here in the oil price given the 
high degree of OPEC compliance and the strong likelihood of an 
extension to the output cut agreement; the drawdown in US inventories; 
declines in global storage; solid world demand especially from oil-hungry 
emerging markets; and a geopolitical risk premium coming back into the 
market because of the uncertainties now over the Iran deal which sits in 
Congress and these tensions between Iraq and the Kurds. The shape of 
the curve doesn’t lie and the recent move from contango to 
backwardation is an added sign of how tight the crude market has 
become. The beauty here is that the Canadian E&P stocks are not priced 
for where oil is today, testing $55 a barrel for WTI, and over the near 
term there is more upside potential than downside risk. So they look 
attractively priced here, once again in a world where inexpensive assets 
are in short supply. And given the correlations between energy and the 
Canadian banks, this is good news for this sector as well.  

It also seems to me that with the Bank of Canada now on hold and with 
the Fed likely to raise rates, that there are increased odds of the 
Canadian dollar faltering further. And if it breaks C$1.30 which is the 
200-day moving average, then we are talking about the next test being 
C$1.35 where there is a ton of technical support.  

And let’s face it, the economy here is going to need another dose of 
some currency-related stimulus because of the combination of NAFTA 
uncertainty, the tightened B20 mortgage regulations (which is sure to 
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bite into the housing market next year), and a clouded fiscal picture in 
terms of the outlook for taxation (I have no clue as to why the Federal 
government is adding more complexity to this situation, but it is just 
another reason for the Bank of Canada to stay on the sidelines).  

In any event, the resultant weakening in the loonie is a positive 
underpinning for many of our sectors, and again, that includes energy 
where the Western Canada Select price has surged in local currency 
terms by 25% in just the past two months whereas the TSX energy 
sector has only rebounded 5%. I should add that there are a host of 
other Canadian companies in our portfolio that have U.S. dollar revenue 
streams in areas like real estate, banks, insurers and forest products, 
that are going to benefit from this renewed period of Canadian dollar 
weakness.  

CHART 1: JAPANESE EQUITIES ARE BREAKING OUT 

Japan: Nikkei 225  
(index) 

 

Source: Haver Analytics, Gluskin Sheff 
 

 

 

 

 

 

 

 

 



November 3, 2017 —  BREAKFAST WITH DAVE 

This report is prepared for the exclusive use of the individual Gluskin Sheff Research subscriber to whom it was delivered. 
Sharing, redistributing, retransmitting or disclosing this report in whole or in part, or in any form or manner, without the 
express written consent of Gluskin Sheff + Associates Inc. is a violation of our Terms of Use and will be prosecuted to the 
fullest extent permitted by law. Page 5 of 10 

CHART 2: PROFITABILITY HAS SURGED TO ALL-TIME HIGHS UNDER ABE 
Japan: Corporate Profits as a Share of GDP  
(percent) 

Shaded regions represent periods of U.S. recession 
Source: Haver Analytics, Gluskin Sheff 
 

 

 

CHART 3: CONFIDENCE IMPROVING FOR BUSINESSES…  

Japan: Tankan Manufacturing Index 
(index) 

Shaded region represents period of U.S. recession 
Source: Haver Analytics, Gluskin Sheff 
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CHART 4: …AND FOR HOUSEHOLDS  
Japan: Consumer Confidence Index 
(index) 

Shaded region represents period of U.S. recession 
Source: Haver Analytics, Gluskin Sheff 
 

 

 

CHART 5: SPENDING BY BUSINESSES STRENGTHENING… 

Japan: Real Fixed Capital Formation  
(year-over-year percent change) 

Shaded regions represent periods of U.S. recession 
Source: Haver Analytics, Gluskin Sheff 
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CHART 6: …DITTO FOR HOUSEHOLD SPENDING 
Japan: Real Consumption Expenditures  
(year-over-year percent change) 

Shaded regions represent periods of U.S. recession 
Source: Haver Analytics, Gluskin Sheff 
 

 

 

CHART 7: LEADING INDICATOR SIGNALLING MORE MOMENTUM AHEAD 
Japan: Composite of Leading Indicators 
(index) 

Shaded regions represent periods of U.S. recession 
Source: Haver Analytics, Gluskin Sheff 
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CHART 8: TOTAL FEMALE LABOUR FORCE PARTICIPATION RATE 
Japan 
(percent) 

Source: International Labour Organization, Gluskin Sheff 
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Gluskin Sheff at a Glance 
0Gluskin Sheff + Associates Inc. is one of Canada’s pre-eminent wealth management firms. 
Founded in 1984 and serving high net worth private clients and institutional investors, we are 
dedicated to meeting the needs of our clients by delivering strong risk-adjusted returns together 
with the highest level of personalized client service.

OVERVIEW 
As of June 30, 2017, the Firm managed 
assets of $8.9 billion. 

Gluskin Sheff is a publicly traded 
corporation on the Toronto Stock 
Exchange (symbol: GS) and is  
17% owned by its senior management and 
employees. We have public company 
accountability and governance with a 
private company commitment to 
innovation and service. 

LEADING 
Our team is an exemplary group of 
investment professionals deep in talent, 
ideas and experience with industry leaders 
in risk management and client service — 
all with the objective of providing strong 
risk-adjusted returns and the highest level 
of personalized client service. 

INNOVATIVE 
Throughout our history we have 
consistently pursued innovative 
approaches to wealth management for 
our clients. Today, we offer a diverse 
platform of investment strategies, 
including Canadian, U.S. and 
international equity strategies, alternative 
strategies and fixed income strategies. 

 

 

 

 

 

 

 

 

PERSONAL 
For Gluskin Sheff, delivering outstanding 
client service is as fundamental as 
delivering strong investment results. Our 
clients are unique, and so are their needs. 
This is why we offer customized 
investment plans to suit each client’s 
specific objectives and risk profile. 

Our success in developing lasting client 
relationships is founded on shared values, 
a thorough understanding of our clients’ 
goals and a keen desire to earn their trust 
and confidence. 

ALIGNED 
Our investment interests are directly 
aligned with those of our clients, as 
Gluskin Sheff’s management and 
employees are collectively among the 
largest clients of the Firm. Our clients are 
our partners, through performance-based 
fees that are earned only when pre-
specified performance benchmarks for 
clients’ investments are exceeded. 

 

Our investment 
interests are directly 
aligned with those of 
our clients, as 
Gluskin Sheff’s 
management and 
employees are 
collectively among 
the largest clients of 
the Firm. 

 
$1 million invested in our 

flagship GS+A Premium 

Income Portfolio in 2001 

(its inception date) would 

have grown to 

approximately $6.1 

million2 on August 31, 

2017 versus $3.0 million 

for the S&P/TSX Total 

Return Index3 over the 

same period. 

 

For further information, please 

contact: 

research@gluskinsheff.com 

Notes: 

1. Past returns are not necessarily indicative of future performance. Rates of return are those of the composite of segregated Premium Income portfolios and are presented net of 
fees and expenses and assume reinvestment of all income. Portfolios with significant client restrictions which would potentially achieve returns that are not reflective of the 
manager’s portfolio returns are excluded from the composite. Returns of the pooled fund versions of the GS+A Premium Income portfolio are not included in the composite.  
2. Investment amounts are presented to reflect the actual return of the composite of segregated Premium Income portfolios and are presented net of fees and expenses.  
3. The S&P/TSX Total Return Index calculation is based on the securities included in the S&P/TSX Composite and includes dividends and rights distributions. This index includes 
only Canadian securities. 
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IMPORTANT DISCLOSURES 
Copyright 2015 Gluskin Sheff + Associates Inc. (“Gluskin Sheff “). All rights 
reserved.  

This report may provide information, commentary and discussion of issues 
relating to the state of the economy and the capital markets. All opinions, 
projections and estimates constitute the judgment of the author as of the 
date of the report and are subject to change without notice. Gluskin Sheff is 
under no obligation to update this report and readers should therefore 
assume that Gluskin Sheff will not update any fact, circumstance or opinion 
contained in this report. 

The content of this report is provided for discussion purposes only. Any 
forward looking statements or forecasts included in the content are based 
on assumptions derived from historical results and trends. Actual results 
may vary from any such statements or forecasts. No reliance should be 
placed on any such statements or forecasts when making any investment 
decision, and no investment decisions should be made based on the 
content of this report.  

This report is not intended to provide personal investment advice and it 
does not take into account the specific investment objectives, financial 
situation and particular needs of any specific person. Under no 
circumstances does any information represent a recommendation to buy or 
sell securities or any other asset, or otherwise constitute investment advice. 
Investors should seek financial advice regarding the appropriateness of 
investing in specific securities or financial instruments and implementing 
investment strategies discussed or recommended in this report.  

Gluskin Sheff may own, buy, or sell, on behalf of its clients, securities of 
issuers that may be discussed in or impacted by this report. As a result, 
readers should be aware that Gluskin Sheff may have a conflict of interest 
that could affect the objectivity of this report. Gluskin Sheff portfolio 
managers may hold different views from those expressed in this report and 
they are not obligated to follow the investments or strategies recommended 
by this report.  

This report should not be regarded by recipients as a substitute for the 
exercise of their own judgment and readers are encouraged to seek 
independent, third-party research on any companies discussed or impacted 
by this report.  

Securities and other financial instruments discussed in this report are not 
insured and are not deposits or other obligations of any insured depository 
institution. Investments in general and, derivatives, in particular, involve 
numerous risks, including, among others, market risk, counterparty default 
risk and liquidity risk. No security, financial instrument or derivative is 
suitable for all investors. In some cases, securities and other financial 
instruments may be difficult to value or sell and reliable information about 
the value or risks related to the security or financial instrument may be 
difficult to obtain. Investors should note that income from such securities 
and other financial instruments, if any, may fluctuate and that the price or 
value of such securities and instruments may rise or fall and, in some cases, 
investors may lose their entire principal investment. Past performance is not 
necessarily a guide to future performance.  

Foreign currency rates of exchange may adversely affect the value, price or 
income of any security or financial instrument mentioned in this report. 
Investors in such securities and instruments effectively assume currency 
risk. 

Any information relating to the tax status of financial instruments discussed 
herein is not intended to provide tax advice or to be used by anyone to 
provide tax advice. Investors are urged to seek tax advice based on their 
particular circumstances from an independent tax professional. 

Individuals identified as economists in this report do not function as 
research analysts. Under U.S. law, reports prepared by them are not 
research reports under applicable U.S. rules and regulations. 

In accordance with rules established by the U.K. Financial Services Authority, 
macroeconomic analysis is considered investment research. 

Materials prepared by Gluskin Sheff research personnel are based on public 
information. Facts and views presented in this material have not been 
reviewed by, and may not reflect information known to, professionals in 
other business areas of Gluskin Sheff.  

To the extent this report discusses any legal proceeding or issues, it has not 
been prepared as nor is it intended to express any legal conclusion, opinion 
or advice. Investors should consult their own legal advisers as to issues of 
law relating to the subject matter of this report. Gluskin Sheff research 
personnel’s knowledge of legal proceedings in which any Gluskin Sheff 
entity and/or its directors, officers and employees may be plaintiffs, 
defendants, co — defendants or co — plaintiffs with or involving companies 
mentioned in this report is based on public information. Facts and views 
presented in this material that relate to any such proceedings have not 
been reviewed by, discussed with, and may not reflect information known to, 
professionals in other business areas of Gluskin Sheff in connection with 
the legal proceedings or matters relevant to such proceedings. 

The information herein (other than disclosure information relating to Gluskin 
Sheff and its affiliates) was obtained from various sources and Gluskin 
Sheff does not guarantee its accuracy. This report may contain links to third 
— party websites. Gluskin Sheff is not responsible for the content of any 
third — party website or any linked content contained in a third — party 
website. Content contained on such third — party websites is not part of this 
report and is not incorporated by reference into this report. The inclusion of 
a link in this report does not imply any endorsement by or any affiliation with 
Gluskin Sheff.  

Gluskin Sheff reports are distributed simultaneously to internal and client 
websites and other portals by Gluskin Sheff and are not publicly available 
materials. Any unauthorized use or disclosure is prohibited. 

TERMS AND CONDITIONS OF USE 

Your receipt and use of this report is governed by the Terms and Conditions 
of Use which may be viewed at 
research.gluskinsheff.com/epaper/helpandsupport.aspx?subpage=TermsO
fUse 

This report is prepared for the exclusive use of Gluskin Sheff clients, 
subscribers to this report and other individuals who Gluskin Sheff has 
determined should receive this report. This report may not be redistributed, 
retransmitted or disclosed, in whole or in part, or in any form or manner, 
without the express written consent of Gluskin Sheff.  

YOU AGREE YOU ARE USING THIS REPORT AND THE GLUSKIN SHEFF 
SUBSCRIPTION SERVICES AT YOUR OWN RISK AND LIABILITY. NEITHER 
GLUSKIN SHEFF, NOR ANY DIRECTOR, OFFICER, EMPLOYEE OR AGENT OF 
GLUSKIN SHEFF, ACCEPTS ANY LIABILITY WHATSOEVER FOR ANY DIRECT, 
INDIRECT, CONSEQUENTIAL, MORAL, INCIDENTAL, COLLATERAL OR SPECIAL 
DAMAGES OR LOSSES OF ANY KIND, INCLUDING, WITHOUT LIMITATION, 
THOSE DAMAGES ARISING FROM ANY DECISION MADE OR ACTION TAKEN 
BY YOU IN RELIANCE ON THE CONTENT OF THIS REPORT, OR THOSE 
DAMAGES RESULTING FROM LOSS OF USE, DATA OR PROFITS, WHETHER 
FROM THE USE OF OR INABILITY TO USE ANY CONTENT OR SOFTWARE 
OBTAINED FROM THIRD PARTIES REQUIRED TO OBTAIN ACCESS TO THE 
CONTENT, OR ANY OTHER CAUSE, EVEN IF GLUSKIN SHEFF IS ADVISED OF 
THE POSSIBILITY OF SUCH DAMAGES OR LOSSES AND EVEN IF CAUSED BY 
ANY ACT, OMISSION OR NEGLIGENCE OF GLUSKIN SHEFF OR ITS 
DIRECTORS, OFFICERS, EMPLOYEES OR AGENTS AND EVEN IF ANY OF 
THEM HAS BEEN APPRISED OF THE LIKELIHOOD OF SUCH DAMAGES 
OCCURRING. 

If you have received this report in error, or no longer wish to receive this 
report, you may ask to have your contact information removed from our 
distribution list by emailing research@gluskinsheff.com.
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